M NUTES

MONTANA SENATE
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON TAXATI ON

Call to Order: By CHAIR BOB DEPRATU, on August 9, 2002 at 10: 30
A M, in Room 152 Capitol.

ROLL CALL

Menbers Present:
Sen. Bob DePratu, Chair (R
Sen. Alvin Ellis Jr., Vice Chair (R
Sen. John C. Bohlinger (R)
Sen. Mack Cole (R
Sen. Pete Ekegren (R
Sen. Jon Ellingson (D)
Sen. Bill daser (R
Sen. Dan Harrington (D)
Sen. Emily Stonington (D)

Menmber s Excused: None.
Menmbers Absent: None.

Staff Present: Lee Heinman, Legislative Branch
Deb Thonpson, Committee Secretary

Pl ease Not e: These are sunmary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:
Hearing(s) & Date(s) Posted: SB 30, 8/23/2002; HB 21,
8/ 23/ 2002; HB 16, 8/23/2002;
HB 18, 8/23/2002; SB 29,
8/ 23/ 2002
Executive Action: HIR 1; SB 30; HB 21; HB 16; HB
18; SB 29

EXECUTI VE ACTION ON HIR 1

Mbtion: SEN BILL GLASER noved that HIR 1 BE CONCURRED I N.

SEN. JON ELLI NGSON noted the effort that had been put into the
measure but said he could not support it. He felt that the
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estimate was | ow because of optim stic capital gains tax revenue
projections. He felt that revenue woul d decline substantially.

SEN. GLASER did not believe they would know until next year what
revenue would be. He thought that base |ine had been reached as
that portion of revenue |ost due to the stock market was
reflected in last year. He noted he had argued w t hout success
to nove the estimate the other way, but did not prevail. He said
he woul d support the resol ution.

SEN. DAN HARRI NGTON t hought it would be a nightmare if the
Governor had to make further cuts because of a deteriorating
situation. He said he would vote no.

SEN. JOHN BOHLI NGER advi sed there were 35 sources of revenue
identified in the docunent. He realized a great deal of work had
gone into the 2003 projection. He said he did not question 34 of
t hose revenue estimates but had reservations about enbracing the
i ncome tax nunber especially when a significant part of that
conmes fromcapital gains. H's own stock portfolio had been

deval ued over the past year and any capital gains were offset
with | osses, he said. The net affect would not |eave himwth a
t ax consequence and he thought he was typical of a |ot of
investors. He thought the estinmate for individual incone tax
shoul d be reworked. He said he could not support the neasure in
its present form

SEN. ALVIN ELLIS said he was not ready to second guess the incone
tax estimates. He agreed with the concerns about the stock

mar ket but noted that real estate had been noving in Red Lodge
and a lot of other places in Montana. Billings was expanding in
that regard. Wiile nost of those sales were homes and not

subj ect to capital gains, the nbost noney was in property that was
subj ect to capital gains.

SEN. EM LY STONI NGTON believed that the Legislative Fisca

Di vision and the Governor's staff in the Budget Ofice and the
Depart ment of Revenue had been following this very carefully.
The new estimate would be cal cul ated in Novenber. She felt it
shoul d be voted on.

CHAI RVAN BOB DePRATU advi sed all the argunents had been vali d,
but it was not possible to predict the risk. If there was to be
a shortfall, it would be horrendous. He agreed with SEN. ELLIS
about capital gains tax comng fromreal estate sales. He felt
the informati on was valid and said he was prepared to vote yes.

SEN. PETE EKEGREN advi sed he was confortable with the esti mates
and prepared to vote yes.
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Vote: Mdtion that HIR 1 BE CONCURRED I N passed 5-3 with
Bohl i nger, Ellingson and Harrington voting no.

HEARI NG ON SB 30

Sponsor: SEN. BILL GLASER, SD 8, Huntl ey
Pr oponent s: None
Qpponent s: Harol d Bl atti e, Mntana Associ ati on of Counties

Openi ng St at enent by Sponsor:

SEN. GLASER, SD 8, Huntl ey, advised that in searching for ideas
to generate revenue, it was discovered that everybody that pays
noney to the state of Montana pays on a quarterly basis. The
exenption is the netal mnes industry. They pay 3 nonths after
the end of the year. By accelerating that paynent to where it
was hal f of what everybody el se does, $1.65 million will accrue
into this years budget. The netal mne industry will pay twice a
year. He gave exanples of simlar industries and others that pay
quarterly. He did not know why netal mnes were different but
perhaps they have a difficult tinme estimating revenue.

Pr oponents' Testi nony:

None.

Opponents' Testi nony:

Harold Blattie, MACo, was representing the Montana Associ ation of
Hard Rock M ning I npact Counties. He advised that the netal
mnes license tax gross anount is determ ned from gross proceeds.
He pointed out the cal cul ati ons and conput ati ons needed to derive
t he gross proceeds anmount was a conpl ex undert aki ng.

EXHI Bl T(t as05a01) The bill required the report to be nmade on the
| ast day of the reporting period which would be like filing an
income tax return on Decenber 31. A period of tine is needed to
make the cal cul ations. He expressed opposition to the bill but
of fered amendnents. EXH Bl T(tas05a02) He felt if the state saw
fit to pull this one-time accrual ahead and require the mnes to
subsequently file a report and pay every six nonths, then the
state should be obligated to send the counties' share along to
them By having the paynent due on June 30, that would allow the
state to book the one-tinme accrual. On an ongoi ng basis, the
state woul d be picking up the interest for that period of tine
for approximtely half of what the annualized anount woul d be.
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Questions from Conmi ttee Menbers and Responses:

SEN. BOHLI NGER t hought that if all other business entities were
required to make quarterly reports and paynents, that at |east a
sem -annual paynment simlar to those that property owners would
have to pay seened reasonable. He knew the one-tinme advancenent
of payment woul d have an i medi ate i npact, but asked if quarterly
paynments shoul d be consi dered.

{Tape : 1; Side : B}

SEN. GLASER advi sed that since the tax was nore difficult to
figure than sone and that since no nore noney would be accrued by
going quarterly, he decided to set it at half.

SEN. BOHLI NGER stated that it would sinplify the process for the
hard rock mners if they were only required to make the report
and paynent on a sem -annual basis.

SEN. GLASER concurr ed.

SEN. ELLIS asked if the industry was currently nmaking the report
on March 31st and paying their tax then.

M. Blattie answered yes.

SEN. ELLI S asked if the proposal asked themto make their report
sem -annual ly and estinmate on June 30th and Decenber 31st what
t hey owe.

M. Blattie said the |language in the bill did not provide for an
estimate but required meking the actual cal cul ation.

SEN. ELLIS asked SEN. GLASER if it was correct that it was not an
esti nmat e.

SEN. GLASER said the first one for all intents and purposes would
be like an estimate. It wouldn't prevent them from nmaki ng an

adj ustnment. The second one was nuch nore firm They woul d have
until March 31 until they had to pay it. The bill would

accel erate half the paynent.

SEN. ELLIS asked if they had to file the full report on each of
t hose dates.

SEN. GLASER answered that was the only way to accrue the noney.
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SEN. ELLI S asked about the inpact to taxing jurisdictions who
address amended reports because of the difficulty filing the tax
and who then nay have to pay interest to taxpayers.

SEN. GLASER said it was probably an oversight and he did not have

a problemw th putting in the bill to distribute the noney to the
ot her entities when the noney cones in. There was no intention
to hold the noney in the state. It belongs to | ocal governnents

and to the various funds to make interest. The target was to
accrue the noney in this year. He advised he would support an
amendment .

SEN. STONI NGTON asked about the issue that M. Bladdie raised in
conparing the new requirenent to being required to pay incone tax
on Decenber 31 before all the information is coll ected.

SEN. GLASER responded that they know what they got in the first
hal f and are making an estimte or paynent on the first half,
rather than waiting six nonths and a quarter.

SEN. STONI NGTON asked if taxes were due for January through June
of 2001, would they not have to pay those taxes until Decenber of
2001.

SEN. GLASER replied that they don't pay them now until March 31,
2002.

SEN. STONI NGTON asked what his bill required.

SEN. GLASER advised the bill required that they pay the taxes
twice a year rather than once a year and noves the dates around
so the state gets the noney within the framework of the budget.

CHAI RVAN DePRATU asked if the wording could be changed with an
amendnent that they make and pay an estimate of their tax.

SEN. GLASER said he had no problemw th how the noney was accrued
and calling it an estimate. He reiterated that he would al so
support an anendnent to distribute the |ocal governnent share
when it was received.

CHAI RVAN DePRATU advi sed that changing the wording to an estinate
woul d require | ess accounting on their part. It would achieve
t he purpose and sol ve sone problens for the m ning conpanies.

SEN. GLASER said he woul d have no problemw th that but wanted to
check with the staff to make sure the bill would still work.
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SEN. STONI NGTON asked Judy Paynter if there would be a problemif
estimated paynents were nmade on a sem -annual basis and those
paynments were disbursed to the counties and then they were

over pai d or under pai d.

Judy Paynter, Departnment of Revenue, replied it would becone a
probl em when noney was di sbursed that woul d have to conme back.
She advised that they try to get those types of adjustnents
rolled in to the next year's paynent and distribute |ess the next
tine.

SEN. STONI NGTON was concerned about setting up a timng sequence.
She said they couldn't all be estinated paynents because there
woul d never be a reckoning. Part of the issue, she felt, was in
having the tax due on the day of the reporting period is over.
There had to be a tax preparation period. There would have to be
sonething simlar to nmaki ng esti mated paynents on incone taxes
during a portion of the year until a final point in tinme foll owed
by a tax preparation period. She thought the bill needed to be
set up to affirmthat the people paying the tax had tine to
adequately prepare their taxes, pay a portion of themin
estimated tax paynents and then have a final reckoning.

SEN. ELLIS asked M. Blattie if the bill could be anended to work
with the problens that were di scussed.

M. Blattie thought the changes that had been di scussed woul d
certainly alleviate the concerns of the counties. |If the first
paynment was based on an estimate and the day of reckoning was in
the customary time frame when the actual return and report was
due, he did not believe that would put but very little additional
reporting burden on the industry. |If the distribution was done
as SEN. GLASER had indicated he would be willing to accept,
counties would not object to the bill.

SEN. ELLI S asked if paynents nmade in excess of what was actually
due woul d present a problemfor counties.

M. Blattie hoped they woul d not be over 50% off. The situation
that could conme into play would be a mne that was in production
inthe first reporting period and made an estimate based upon an
annual i zed anobunt and then ceased production during the second
half of the year. He felt that would be rare and coul d be
acconodat ed.

Cl osi ng by Sponsor:

SEN. GLASER cl osed on the bill. He advised the conmttee would
not determ ne how t he noney woul d be spent, but it would nmake a
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difference in the deficit. The dollars were already counted, he
advi sed.

HEARI NG ON HB 21

Sponsor : JOE BALYEAT, HD 32, Bozeman
Proponents: None
Qoponent s: None

Openi ng St at emrent by Sponsor:

JOE BALYEAT, HD 32, Bozeman, advised HB 32 was an act naxim zing
general fund revenue by enhancing collection of state

rei mbursenment for indirect costs associated with federal or
private contracts and grants; requiring full recovery of indirect
costs fromfederal and private grants; providing that an agency
may not waive rei nbursenment for indirect costs; providing an
exception for units of the university systemand intra agency
grants and contracts; requiring the Departnment of Adm nistration
to provi de assistance to agencies. He said it was a good
managenent bill that canme out of the Legislative Audit Comm ttee.
He said he had additional sponsors fromthe Legislative Audit
Comm ttee fromboth the Senate and the House including the

Chai rman, SEN. TESTER  The estinmate was that it would save $1.5
mllionin this fiscal year, $1 mllion in 2004 and $600, 000 in
2005. He discussed a neno fromthe Legislative Audit Division.
EXH Bl T(tas05a03) He said Universities were exenpted because they
are doing a good job with recovering the costs. An anendnent
woul d add i nteragency grants to the exceptions, he advised.

{Tape : 2; Side : A}

Pr oponents' Testi nony:

None.

Opponents' Testi nony:

None.

Questions from Conmi ttee Menbers and Responses:

SEN. STONI NGTON asked if the fiscal note was based on requiring
full indirect cost recovery fromuniversities going into the
general fund.
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REP. BALYEAT replied that even when the universities were
included in the bill, it was recognized that the noney would stay
with the university system There was an internal reason to

i nclude the universities but that could be addressed in the
regul ar session.

SEN. STONI NGTON found it curious, given his philosophy about
governnment that he had used a stick rather than a carrot--why he
chose not to wite it as an incentive to agencies to be able to
keep their indirect costs and be able to utilize those nonies in
t heir prograns.

REP. BALYEAT advi sed he didn't wite the | anguage of the bill; it
came out of the Legislative Audit Division. It was a bipartisan
bill that was co-sponsored. The reason to not use a carrot

instead of stick was that if agencies kept the noney from

i ndirect costs recovery, that would eventually cone out in their
budgets. There would not then be a positive inpact to the
general fund.

SEN. STONI NGTON advi sed there woul d have to be anot her fund
transfer based on the anpunts.

REP. BALYEAT said there was not much distinction between using a
carrot or a stick, because it was government agencies. |If it was
a transfer of noney sonehow out to the private sector, he would

| ook for a way to use a carrot.

Cl osi ng by Sponsor:

REP. BALYEAT cl osed on the bhill.

HEARI NG ON HB 16

Sponsor: REP. DEE BROWN, HD 83, Hungry Horse
Pr oponent s: None
Qoponent s: None

Openi ng St at enent by Sponsor:

REP. DEE BROWN, HD 83, Hungry Horse, advised the bill canme from
information received while she served on Legislative Audit

Comm ttee. EXHI BI T(tas05a04) The bill was an act nmaxi m zing
interest earned by the general fund by limting inter-entity

| oans in funds or accounting entities that are owed noney by the
federal government or other third parties; requiring the
borrowi ng agency to bill the federal governnment or other third
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party and to certify the billing to the agency that approved the
| oan.

Pr oponents' Testi nony:

None.

Opponents' Testi nony:

None.

Questions from Conmi ttee Menbers and Responses:

SEN. ELLIS asked REP. BROWN to clarify the fiscal note.

REP. BROWN advi sed she did not sign the first fiscal note because
one of the audits on DPHHS had over $1 million in it. She asked
t hen asked for the revised fiscal note.

SEN. ELLINGSON said the bill would require state agencies to bil
out for interest on | oans. He asked REP. BROM who was payi ng
the interest on the | oans.

REP. BROMN advised it would not bill out for interest. It would
requi re state agencies who were being the pass through for noney
for the federal government or other third parties to show that
they have billed for that amount before they can cone to the
state coffers and borrow the noney. |In the past they had been
asked to do that but not all agencies were as good as others.
The requirenment woul d save the taxpayers nearly $1 mllion a
year .

SEN. ELLI NGSON asked if it was correct that they could not get
the loan fromthe general fund until they had docunentation that
they had billed the federal governnent for the amount that they
were to be reinbursed

REP. BROM said that was correct.

SEN. ELLI NGSON asked if the theory on saving noney was that in
forcing themto bill for the reinbursenent, that they would cone
to the general fund for fewer | oans.

REP. BROWN replied yes.
SEN. BOHLI NGER asked about the assunption for $42 million in

| oans for FY2002. He asked if there was any sort of default
record or if the noney always cones in.
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REP. BROMWN said the noney did eventually come in, but sonetines
it took many nonths or over a year. The bill will nake agencies
account abl e, she stated.

SEN. BOHLI NGER advised it was a great idea and he wanted to see
it nmove forward.

Cl osi ng by Sponsor:

REP. BROWN cl osed on the bill.

HEARI NG ON HB 18

Sponsor : REP. ROBERT STORY, HD 24, Park Gty
Pr oponent s: Gordon Morris, Director, Mntana Associ ati on of
Counti es

Al ec Hanson, Montana League of Cities and Towns
TimBurton, Helena Cty Mnager

Mona Jam son, Gallatin County

Joe Mazurek, City of Geat Falls

Jane McCall, Gty of Billings

Stewart Doggett, Montana | nnkeepers Associ ation
Dick MIler, Blaine County Conmm ssioners

Dani el Wat son, Rosebud County Comm ssi oner

Any Sul l'ivan, Montana Tourism Coalition

Ron Alles, of Lewis and Cark County

Jack Adow, Ravalli County Conm ssioner
El i zabet h Andrews, Montana Canpai gn for Tobacco
Free Kids

Dr. Robert Sheppard

Opponent s: Tom Bi | edeaux, MEA- MFT
Bob Vogel, Montana School Board Associ ation

Openi ng St at emrent by Sponsor:

REP. ROBERT STORY, HD 24, Park City, advised the bill would
revise and clarify state/local finance--HB 124 housekeepi ng and
fixes and sone revenue adjustnents that dealt with the growth
factor in the county entitlenent share and the consol i dated
governnments entitlenent share and the way vehicle revenue rel ates
to school funding in the county-wide m| |evies for schools and

t he school block grants. The bill also had a one-tine
appropriation of $200,000 for the city of Bozeman because of the
way they were accruing their ganbling revenue. They were the
only city in Muntana that was on an accrual nmethod. Wen the
switch over was done in ganbling, they were shorted $200, 000. He
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advi sed that HB 124, in the | ast session, died on the Senate
fl oor and was then reconstituted in Conference Conmttee,

redrafted and eventually passed. |In the redrafting the growth
factors for local counties and consolidated governnents was
incorrectly drafted into the bill. That caused an overpaynent of

entitlement noney to counties and consolidated governnments. The
correct growh nunbers were 2.3% for counties and 2.65% for
consolidated. An adjustnent would be nmade in their second year
paynent. He said there was a discussion in the House as to
whether this was a tax increase. There was sone technica

| anguage that was cleaned up. He advised that the |ocal option
tax on vehicles first priority was to fund district courts and
that reference needed to be taken out of statute, since the state
took over the District Courts. The local option noney woul d not
come to state government. It was to stay at the local level. He
expl ai ned the effect of the amendnents that were put on the bill.
He expl ai ned how the bed tax noney that was restored was deal t
with inthe bill. An anmendnent being proposed woul d require that
if a local government, through an ordi nance or sone ot her
process, caused the revenues from ganbling, alcohol, vehicles,
financial institutions and a few mnor ones to fall, that the

| ocal governnents entitlenent shares be reduced commensurate, he
informed the commttee. He said there were people concerned
about that anmendnent that would be testifying. He hoped the bil
woul d cone through unanended so it would not go to conference
commttee. He noted it passed the House by six votes after an
hour and a half debate. There was $4 million in the bill to

sol ve the ending fund problem he rem nded the commttee.

Pr oponents' Testi nony:

Gordon Morris, Director, Mntana Association of Counties, pointed

out to the commttee that the bill had a long tinme in the nmaking.
He said the bill was a housekeeping issue. He spoke strongly in
opposition to any amendnent to the bill. He said there was a

mechanismin HB 124 that would allow the |egislature to adjust
the entitlenent reflective of any decrease in any revenue that is
now going to the state in the program The counties supported
the bill.

Al ec Hanson, Montana League of Cities and Towns, supported HB 18
as it came fromthe House. The corrections to HB 24 nade the | aw
consistent wwth the intent of the legislature; it fixes sone
problens in the calculation of the entitlenent shares for
counties and consolidated governnents. The | eague supported the

changes and had a chance to work on the bill. The bonus was the
bill adds $4 million to the general fund w thout causing any harm
to any county or consolidated governnent. |If the amendnent was

moved in the commttee he wanted the nenbers to know the League
of Cities and Towns were opposed to the anendnent. HB 124 was
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intended to sinplify local governnent finance--to nmake it nore
predictable. It should not be used as a tool through the

| egislature to influence | ocal governnment policy, he held. The
amendnent was about an ordi nance enacted in Hel ena through a
public vote and the bill was not the place to change the outcone
of that vote or influence the city of Helena or other cities and
towns across the state of Montana on a policy decision that was
the legitimate responsibility of |ocal governnents.

{Tape : 2; Side : B}

TimBurton, Helena City Manager, stood in support of HB 18. He
advised the City of Helena was the target of the anmendnent and

t hey woul d strongly oppose any effort to nove that forward. The
city comm ssion approved the ordinance, it went to the voters and
62% of registered voters showed up and 71% of those voters
approved the ordi nance. The ordinance had been in place for two
months. By the regular session, there would be real nunbers. He
acknow edged the legislature did have the authority to preenpt
the city's action, but he hoped it would be done in the |ight of
day and with public participation in the regular session. He
felt the cleanup on HB 124 was inportant. He said the ordinance
was bei ng appropriately contested in court.

SEN. DePRATU advi sed the anendment was not before them and asked
that they stick to the bill

Mona Jam son, Gallatin County, spoke in support of HB 18. She
said they were reluctant supporters of HB 124. She thought the
bill was an adequate clean-up. She objected to the anmendnent
because it would be brought on the floor of the Senate. That
woul d be an attenpt, on a very inportant issue, to prevent the
public fromhaving input. The anmendnent wasn't really about
snoki ng and what ever revenue may be | ost through the snoking
initiative that was passed in Helena. The anendnent was really

an assault on local control. The reason the attenpt was through
t he anendment was because to attack it head-on woul d have been
outside the scope of the call. It was a way to hold hostage

| ocal governnments and to subvert the process. @Gllatin County
was not taking a position on snoking or tobacco ordi nances. They
were taking a position in opposition to the amendnent.

Joe Mazurek, City of Geat Falls, expressed support for HB 18 as
witten and opposed any anmendnent to penalize or financially
exhort cities not to have the authority to enact ordinances that
t hey may choose, whether by vote or act of a city conm ssion.
The bill allowed for the correction of sone errors. The whole
concept of HB 124 was to build a new trusting relationship

bet ween state and | ocal governnent. He said they had the
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authority to preenpt a |ocal governnent but the debate should be
in the regul ar session.

Jane McCall, Gty of Billings, supported the bill as it came from
t he House. She expressed absol ute opposition to the tactics of
the amendnent. It was about |ocal control and had nothing to do
with the bill.

Stewart Doggett, Montana | nnkeepers Association, said his reason
for supporting the bill was that the industry had cone forward to
support using bed tax reserves for renedying the budget and it
ended up in a portion of the bill. He said page 42, Section 33
woul d be for using those reserves to help the budget plight and
HB 2 was anot her component to backfill for the Hi storical Society
and the State Parks Departnent.

Dick MIler, Blaine County Comm ssioners, stood in support of the
bill w thout anmendnents.

Dani el Wat son, Rosebud County Comm ssioner, stood in support of
HB 18. His county would | ose sonme noney in the entitlenent

adj ustnment but felt the bill needed to be in place to nake the
necessary corrections in other areas.

Any Sul l'ivan, Montana Tourism Coalition, reiterated that they
supported HB 18 and the transfer of the noney as long as it was
one-time only and comes out of the cash reserve fund as directed
in HB 2.

Ron Alles, of Lewis and Clark County, said the county wanted to
go on the record in support of HB 18 and in opposition to any
anmendnent s.

Jack Adow, Ravalli County Comm ssioner, spoke in support of the
bill and agai nst the anendnent.

El i zabet h Andrews, Montana Canpai gn for Tobacco Free Kids, said
t he Hel ena community got really involved in the issue. She said
t hey supported the bill but not the anendnent because it took
away that involvenment on a community |evel which was very

i nportant.

Dr. Robert Sheppard, on behalf of health organizations, rose to
oppose the anendnent. Their position was that the anmendnent had
no place in the bill and urged themto respect the bill as it
canme fromthe House.

Opponents' Testi nony:
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Tom Bi | odeau, MEA- MFT spoke of the inpact of the bill on state
funding for public schools in the state. For FY03 state funding
for schools was cut by a little less than $8 mllion. To add in
the inmpact of the bill, it would be well over $10 nillion.

School transportation block grant, the elenentary retirenent

bl ock grant, and county high school retirenent bl ock grant nonies
woul d be reduced. In sone school districts sone of that noney
coul d be recovered through use of reserves and retirenment funds,
but that was not true for all school districts and counties. 1In
many cases, that would result in a property tax increase. The
alternative would be to cut bus routes and mles or to underfund
reserves in the county retirenent levies. He advised that when
school bl ock grant nonies were reduced that would be paid for by
| ocal taxpayer effort. That would be a clear $1.2 nmillion
increase in local property taxes. He advised there were stil
bills and mechani sns avail able to neet the social and educati onal
needs of the state. He offered an anendnent restoring the bl ock
grant noni es.

Bob Vogel, Mntana School Board Associ ation, expressed

apprehension with the bill and reiterated the concerns of M.
Bi | odeau. He said they would support the amendnent dealing with
that portion of the bill but no other anendnents.

| nformati onal Testi nobny:

Mar k Si nmoni ch, Director, Departnent of Commerce, advised the
departnment had offered up bed tax noney as part of the effort to
hel p sol ve the budget crisis. Although the funds were not
necessary for this year to pronote tourismin the state, they
were funds that they had other plans for. He said they would
forgo creating a new custoner rel ations software package. Wen
t he noney was offered, it was originally to fund tourismrel ated
activities in the state--the H storical Society, Arts Council,
Parks Division and Museum of the Rockies. The House at one tine
stripped that noney out of HB 2 and put it in the flex fund.
Senate Finance and Cains restored the funding. The |anguage in
HB 2 says that the $1.7 mllion for those activities come out of
the bed tax. The language in HB 18 says that $1.7 mllion goes
frombed tax to general fund. He said it couldn't be spent tw ce
and his concern that it would be double counted. He said it
woul d be one tine and he had a concern that the two different
bills had somewhat different | anguage directing the noney in two
different directions.

Arnie O son, Director, Mntana Hi storical Society, said they had

an interesting week and had taken the for sale sign off the
society as of the previous night. He felt there needed to be
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sonme technical |anguage of an amendnent either in this bill or HB
2 to coordinate the transfer properly.

Madal ynn Quinlan, OPlI, testified that the discussion on the bil
m ght be if the bill was a property tax for schools or not and
what kind of reserves would school districts have to offset what
woul d ot herwi se be a property tax increase. She believed that
the school district general fund budget, the county retirenent
budget and transportation budget would translate into a property
tax increase to the extent that schools would be getting |ess
through this bill than they thought. 1In terns of the county
transportation and county retirenent funds, there were no
reserves in those funds. They were fund bal ances that were re-
appropriated to reduce | evies next year.

Questions from Conmi ttee Menbers and Responses:

SEN. ELLI S asked REP. STORY about why the adjustnents were
necessary.

REP. STORY replied that the adjustnments were basically necessary
because of the 93%to 88%difference in vehicle noney. When the
figures were made in the bill they were estimtes. The

adj ust nrent was nmade when the year was closed out and treasurer's
reports were in for the base year for those funds, he advised.
They are now relying on the reported nunbers from county
treasurers. The general fund was all vehicle noney adjustnent.
The school bl ock grant section was not hard coated and OPl had

al ready reverted a significant anount of noney to the general
fund because they could not disperse it. They could only

di sperse what the districts had actually used. He was not
certain about whether the schools could have used the bl ock grant
noney or whether they would have ended up reverting it. He

advi sed the bill needed to be coordinated in HB 2 to deal with
Director Sinonich's concerns. That could be done in HB 2 in
Conference Comm ttee.

SEN. ELLIS asked Ms. Quinlan for further comment on the bl ock
grant noney.

Ms. Quinlan advised that the original appropriation for school

bl ock grants in HB 124 was $114 million. Based on the data from
schools from FY01l, they al ready knew that they would revert $6.4
mllion of that because the block grants based on actuals wll be
| ess than what they needed. In addition, this bill would pul
back $1.775 mllion and that was the adjustment for the notor
vehi cl e noney. The noney pulled back in the bill would be noney
t hat school s otherw se coul d have used.
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SEN. STONI NGTON asked about adjusting to the bill being worked on
for over a year with sone know edge that there wasn't going to be
t hat noney; she hated to see it end up in property tax increases.
She wondered how the distributions were nade or why they were
made to schools, anticipating adjustnents in this noney, and
where that got askew.

{Tape : 3; Side : A}

Ms. Quinlan replied they had known about the FYO2 bl ock grants
since they finalized themin January of 2002. The notion of

adj ustnments cane up in June when the LFD raised that as one of
their budget issues and presented it to the Legislative Finance
Committee. That was the first she understood that there was any
di scussi on about adjusting based on the data that had been
reported. The block grants for schools will be |ess next year

t han what they got the previous year. Block grants for FYO3 had
not been distributed nor had they given schools any figures as to
what they should anticipate in the FYO3 bl ock. They had held up
distributing data to schools until the special session was over.

SEN. STONI NGTON asked if the anticipation of property tax
i ncreases was from prior year budgeting.

Ms. Quinlan answered it was conpared to present law. She said it
was not so nuch about what schools think they're going to get,

but when they do a fiscal note, they | ook at what they woul d have
gotten under present |aw versus what they will get under the
proposed bill. They will get |ess under the proposed bill, hence
the tax increase.

SEN. STONI NGTON advi sed M. Sinonich that the issue of the
generosity of the Departnent of Conmmerce and the bed tax noney
had been bot hering her since before the session began. She had
seen an article in the paper talking about the surplus funds.

For Travel Montana to be offering up $1.7 nmillion out of surplus
noney, is not exactly chipping in their fair share, she felt.
She didn't think that departnent or that program were taking
anywhere near the kind of decreases in nonies that npst
departnments were. And yet they had offered up nore than the
fair share for research cuts. She asked for his comment.

M. Sinmonich replied that the research board was attached to the
Department of Comrerce and it was part of the total budget of the
Department of Comrerce. He noted that the anpbunt of nobney that

t he departnent put forward from various sources, including 9.9%
in the Governor's cut fromdepartnment. The departnent had
appropriations of $7.7 mllion in general fund after the |ast

| egi sl ative session. Most of that was statutory appropriation--
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$4.85 nmllion for the research and commerci ali zati on board and
$1.1 for econom c devel opment activities. Comng into the
speci al session, the departnent had brought $4.8 mllion to the

table. That noney canme from general fund and coal trust interest
noney the departnent has that reverts to the general fund if they
don't spend it and it includes bed tax noney. They purposely did
not say this was only a general fund problemand they would only
try to solve it with general fund. He refused to allow his

adm ni strators and program nanagers to stand on it as speci al
noney that was not available to be touched. Comng into the
speci al session, their offering was an anmount equal to 60% of the
general fund in the departnent. Additional cuts made in HB 10 in
t he House had put them put themat around $5.5 million. He
bel i eved the Departnment of Public Health and the University
System and Education were the only entities of government who had
given nore total dollars out of the respective anmounts of al
sources of funding that were available to them They did not
take any of those cuts lightly and they offered themup in the
spirit of trying to provide the |egislature the best opportunity
to |l ook at resources available to fix the entire budget. He said
he did not know of a tinme when the Departnent of Conmmerce or the
tourismindustry had ever actively supported taking bed tax noney
for purposes other than directly towards tourismpronotion. His
concern in comng before the conmttee was that it appeared that
t he sane noney may be tapped twice and he wanted it fixed.

SEN. STONI NGTON noted that, sitting on the tax conmttee, they
did not get involved very frequently or very easily in where the

cuts were comng from Since it was in the bill it was an
opportunity for her to at |east voice her concern that, at |east
on the tourismportion, it was any cut at all--it was just taking

some surpl us.

SEN. BOHLINGER told Ms. Quinlan he had a keen interest in
insuring that K-12 education was adequately funded and the
reduction in block grant noney concerned him H's concern was
how it would affect School District #2 in Billings.

Ms. Quinlan said she couldn't answer that question but the
reduction statewide was $2 million. She said they could give him
a figure on what the inpact to the Billings School D strict would
be.

SEN. BOHLI NGER asked about what it would nean in terns of a tax
i ncrease.

Ms. Quinlan advised it was a $1.2 million net inpact statew de on

schools. They were taking away $1.8 but were backfilling with
about $.6 mllion.
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SEN. BOHLLI NGER commented that they were all concerned about
fundi ng education at a sufficient level. It would be helpful to
know how nmuch a | ocal tax increase would be, he decl ared.

Cl osi ng by Sponsor:

REP. STORY closed on the bill. He advised the discussion would
be on the changes in the school funding. Most of the change had
to do with vehicle noney--the change fromthe 93%to 88%
Wthout the bill they would have had those m Il |evy adjustnents
anyway. He supplied and explained sone witten information to
assist the commttee. EXH BI T(tas05a05) EXH Bl T(t as05a06)

EXHI Bl T(t as05a07) .

EXECUTI VE ACTI ON ON SB 30

Motion: SEN GLASER noved that SB 30 DO PASS.

Motion: SEN. GLASER noved that AMENDVENT HBO03001. ALH BE
ADCPTED. EXHI Bl T(t as05a08)

Di scussi on:
SEN. STONI NGTON asked why the amendnent was witten up tw ce.

Lee. Heiman, Legislative Fiscal Division, advised that there were
two versions of that section--a tenporary version and an
effective July 1, 2002 version. Wen it was actually anmended,
there woul d only be one version.

Vot e: Mbti on HBO0O3001. ALH carried 8-0.
Mbti on: SEN. GLASER nobved that SB 30 DO PASS AS AMENDED

SEN. GLASER noted there had been sone confusion, and expl ai ned
that the noney woul d be accrued in the period and consequently
before the end of the period they put out a report. They woul d
have 45 days after the end of the fiscal year to actually pay the
noney on the first paynment.

SEN. STONI NGTON asked where it said that.

M. Hei man advi sed that was on page 3 |lines 18-21.

SEN. GLASER said that took care of the problem of paying the
nmoney right at the end of the period. After this fiscal year,

t he noney woul d becone avail able twice a year rather than once a
year .
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SEN. STONI NGTON about the two different time periods.

SEN. GLASER advi sed one was already in the law. The second one
was added. There was only 60 days in order to accrue it.

SEN. STONI NGTON expressed concern about the inconsistency. She
wondered if the 3 nonths was the first time only and then 45 days
after that.

M. Heiman advi sed that for every Decenber paynent there would be
a quarter to pay it and for every June paynent there would be six
weeks to pay it. Six weeks was literally because there was eight
weeks after the state closes it books for the accrual to show up.

SEN. STONI NGTON asked if there was a problemw th inconsistency.

CHAI RVAN DePRATU advised it would not be a probl em because the
m ddl e of the year paynent was an estimated paynment and there
woul d not be all the detail and auditing as when closing the
books at the end of the year.

SEN. ELLIS thought it was an appropriate idea froma principle
standpoint but was a little concerned that no one was there from
the mning industry to deal with any problens that they m ght
forsee. He noted the regular session was com ng up and any

probl ens woul d be addressed at that tine. He said he would
support the anended bill.

SEN. STON NGTON asked about the ot her anmendnent.

SEN. GLASER said he took M. Blattie to the staff that put this
together. They expl ai ned what was going on and M. Blattie felt
confortable. His only concern was if this noney was to be

coll ected, that counties get their share in a tinely fashion

Vot e: Mbtion that SB 30 DO PASS AS AMENDED carri ed 8-0.

EXECUTI VE ACTION ON HB 21

Motion: SEN. STONI NGTON noved that HB 21 BE CONCURRED | N

Motion: SEN. STONI NGTON noved that HB002101. ALH BE ADOPTED.
EXHI Bl T(t as05a09)

Vot e: Mbti on that HBO03001l. ALH BE ADOPTED carri ed 8-0.

Motion/ Vote: SEN. STONI NGTON noved that HB 21 DO PASS AS
AVENDED. Motion carried 8-0.
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EXECUTI VE ACTION ON HB 16

Mbti on: SEN. BCOHLI NGER npbved that HB 16 BE CONCURRED | N
Di scussi on:

SEN. BOHLI NGER advi sed that what was proposed represented a good
accounting practice to notify those being provided credit that
there was an obligation and that they should pay. He was
astounded that there was $42 mllion of outstanding receivabl es.

SEN. STONI NGTON t hought the bill only told agencies to certify
that they were actually billing the federal governnent but did
not guarantee the federal government was going to pay up quicker.
She t hought maybe they were just |anguishing and not doing the
billing itself. She hoped it works.

SEN. ELLIS said that was the problem This way they coul d not
borrow the noney until proving they had billed for it.

SEN. DAN HARRI NGTON added that when the reports cane in, this was
one of the deficiencies reported.

Motion/ Vote: SEN. ELLI NGSON noved that HB 16 BE CONCURRED | N AS
AVENDED. Motion carried 8-0.

{Tape : 3; Side : B}
-recess- 1:00 p. m
-reconvene- 6:45 p.m

HEARI NG ON SB 29

Sponsor : SEN. VI CKI COCHI ARELLA, SD 32, M ssoul a
Pr oponent s: Dave McAl pin, Protect Mntana Kids

Eri c Burke, NEA-MFT
Dick Crofts, Conm ssioner of H gher Education

Qpponent s: Jeronme Anderson, R J. Reynol ds
Steve Waite, Phillip Mrris

Openi ng St at enent by Sponsor:

SEN. VI CKI COCHI ARELLA, SD 32, M ssoul a, advised her bill was an
effort to solve the problens in the short termand bridge the gap
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for the special session. She said the bill had two parts--to
borrow $50 million fromthe coal tax fund, and pay that off with
a 50 cent a pack cigarette tax. The concept had protection

| anguage for the coal tax fund for a guaranteed payback. The
payback woul d take about a year and a half. The bill would
generate anywhere from $22 to $26 mllion for this year. She had
asked for anendnents to take the coal tax out in order to avoid
the 3/4 vote. The nost inportant part of the legislation to her,
she advi sed, was the prevention piece that goes into taxing
cigarettes. She said she was the chief sponsor of the Mntana
Radon Control Act. Radon was the second | eadi ng cause of |ung
cancer and Montana was one of the first places it was discovered.
The purpose for the tax to her was to prevent children from

snoki ng--to cause a disincentive to themto stay off tobacco.

She thought that for the sake of society and of health care, it
was very inmportant to pass the cigarette tax increase. She added
that the bill was an effort to take care of those things just
gone over in HB 2 today and in particular those children and

el derly people in our state that are disadvantaged; to take care
of our school systens and not pass on property tax increases; to
use the tax as a tool to get to the next session where things can
be dealt with over a | onger period of tine and with deeper

t hought .

Pr oponents' Testi nony:

Dave McAl pin, Protect Montana Kids, supported the tobacco tax as
a concept that is one of the best ways to keep kids from snoking.
A 50 cent tax in Montana would rai se approximately $32.6 nmllion
and prevent 4400 kids fromsnoking. It would prevent 1400 of
them from dyi ng of snoking related illness at the end of their
life. It would prevent 4000 present adult snokers who would
likely quit smoking. Wth regard to those suffering from heart
di sease and strokes, the health care savings to Montana woul d be
at least $1.5 million. The five year pregnancy and birth savings
to the taxpayers of Montana would be at least $1.3 mllion and
the long termhealth care savings to Montanans woul d be $85. 8
mllion.

Eric Burke, MEA-MFT, reiterated that there were revenues
avai |l abl e and this vehicle would provide one source of revenue.
He thought it was appropriate use of the coal tax nonies--
borrowing fromthe coal tax and repaying in very short order, but
understood that an anendnment would take that out. He felt the
cigarette tax was an appropriate tax to raise the revenue that
Mont ana sorely needed and asked for a do pass on the bill.

D ck Crofts, Conm ssioner of Hi gher Education, advised that when
he first spoke to the commttee he indicated that there needed to
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be a significant investnent in the University System and wasn't
sure that could happen w thout changes in revenue or tapping

ot her sources of funding. He indicated that since then the
fiscal situation at the University System had gotten worse. He
believed there was no way to give the University Systemthe noney
it needed to help nmake the state nore prosperous w thout sone

i magi nati ve approaches to increasing revenue or tapping sone

ot her sources of funding.

Opponents' Testi nony:

Jerone Anderson, R J. Reynol ds, spoke in opposition to the bill.
He pointed out that the industry was conducting the W Card
programinstructing through clinics throughout the state the
peopl e that vend tobacco products to be sure that mnors are not
sold the product. He thought that programwas generally pretty
effective. Statistics in Mntana showed that there had been some
reduction in the use of the product by those that are too young
to use it, he held. He said they certainly discourage that type
of activity.

Steve Waite, Phillip Mrris, asked that the opposition testinony
to SB 8 and SB 12 previously given be incorporated in. They

t hought tax increases were a bad idea | ast week and were still a
bad i dea and asked the commttee to vote no.

Questions from Commttee Menbers and Responses:

SEN. BOHLI NGER asked M. MAl pin for the source of the nunbers he
cited for those that would quit snmoking and Iives that woul d be
saved.

M. MA pin said a lot of the data was from Tobacco- Free Ki ds and
nost of the data they use conmes fromthe Center for D sease
Control and Prevention studies. EXH BI T(tas05al10)

Cl osi ng by Sponsor:

SEN. COCHI ARELLA cl osed on the bill. She advised when she
brought the bill forward, she got a lot of flack from her side of
the isle. She was not afraid of that and had gotten a | ot of
flack fromthe other side of the isle for a tax increase. She
said she was not afraid to defend and protect and speak for her
constituents and the 68% of Mntanan's who' d been polled who say
a cigarette tax is acceptable to them It was a way to fund
education, she held. She said she wasn't afraid to do what she
t hought was right to prevent people from snoking or get themto
quit snoking. She hoped them commttee woul d pass the bill
forward
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EXECUTI VE ACTION ON HB 18

Mbti on: SEN. GLASER npved that HB 18 BE CONCURRED I N
Di scussi on:

SEN. BOHLI NGER comented on the inpact that HB 18 would have with
respect to reductions in school district block grants. He had
asked Madal yl n Quinlan about how it would affect his towmn. He
advised that in the Billings Elenentary Systemit would boil down
to a $50,853 reduction and in the H gh School Systemit would
amount to $30,975. Considering the size of the budget, he did
not think it was going to sink their ship. He thought nore good
was bei ng done through HB 18 than harm bei ng caused to school
districts so he would support the bill.

Mbtion: SEN. ELLINGSON noved HB001803. ALH. EXHI BI T(t as05all)

SEN. ELLI NGSON said that while he appreciated SEN. BOHLI NGER S
remar ks that cuts would be small, He was concerned about asking
| ocal property owners to have their property taxes increased one
nore tinme because of what was done in Helena. The amendnent was
drafted to address that problem

M. Hei man advi sed the anendnent woul d i ncrease the school bl ock
grant anount by the anount of the reduction.

SEN. ELLI NGSON noted that although REP. STORY had presented that
it was offered to correct a m stake, the mstake was built into
t he budgets of school districts and becanme what they expect ed.
He was trying to neet their expectations and elimnate any
possibility that there would be a further increase in |ocal
property taxes.

SEN. ELLI S opposed the anendnent. |If HB 124 had not been passed,
t he schools would have had to cone up with the noney anyway. The
vehicle tax was estimated to raise 93% of the revenue and only
rai sed 88.9% and so there was a shortfall. He said other
governments were having to face this shortfall

CHAI RMAN DePRATU asked REP. STORY if he had seen the anendnent.

REP. STORY indicated he had and had opposed it on the floor. It
was basically vehicle noney that had made the difference in the
percentage cal cul ations. Schools hadn't set their budgets yet,
so as soon as they had the nunmber they could plug it in. It
could nmean a property tax increase or a use of reserves. There
were a lot of ways to deal with it. He felt $1 mllion across
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all the school districts wasn't a whole | ot of noney in any
particular district.

SEN. BOHLI NGER asked SEN. GLASER if it would be necessary for
School District #2 to raise taxes in the anmbunt of $81,000 to
cover this new cost.

SEN. GLASER t hought it could potentially cause a third or half a
m |l mandatory increase if they wished to do it that way.

SEN. BOHLI NGER asked if there was any kind of reserve to provide
for those kind of contingencies.

SEN. GLASER sai d they had reserves in excess of what they need
but not in the areas that can be used for a large portion of
this. They have reserves that can be used for the retirenent
portion.

SEN. ELLIS thought it would rmake a | ot of difference how the
school board reacts--what they choose to do. The bill was
correctual |egislation.

Vote: Motion that HB 001803. ALH BE ADOPTED failed 6-3 with
El i ngson, Harrington, and Stonington voting yes.

Vot e: Mbtion HB 18 be concurred in carried 9-0.

EXECUTI VE ACTI ON ON SB 29

Motion: SEN HARRI NGTON noved that SB 29 DO PASS.

SEN. ELLI NGSON asked if the bill was anended down to just a
tobacco tax or inits formwth the coal tax.

SEN. DePratu expl ained that they were borrowi ng $50,000 fromthe
coal tax and using the tobacco tax to repay that | oan.

Mbtion: SEN. ELLINGSON noved SB002901. ABC. EXHI BI T(tas05a12)

SEN. ELLI NGSON advi sed t he anmendnent woul d just take the
reference to take the reference to the coal tax and the borrow ng
out and leave the bill sinply as a tax on cigarettes.

SEN. GLASER said there would be a bill on the floor that they
woul d address that does what woul d happen if they anended this.
He said he would resist the anendnent. He didn't think they
shoul d change the bill out of respect for SEN. COCH ARELLA.
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SEN. ELLI NGSON t hought it was her current desire to proceed in
any fashion with sinply a cigarette tax.

Vote: Mbdtion SB002901. ABC carried 8-1 with daser voting no.
{Tape : 4; Side : B}
Motion/Vote: SEN. HARRI NGTON noved that SB 29 DO PASS AS

AMENDED. Mbtion failed 3-6 with Bohlinger, Ellingson, and
St oni ngt on voting aye.

Mbtion/Vote: SEN. ELLIS noved that SB 29 BE TABLED. Mbtion
passed 6-3 with Bohlinger, Ellingson, and Harrington voting aye.

ADJ OURNVENT

Adjournnment: 7:15 P. M

SEN. BOB DEPRATU, Chair

DEB THOWPSON, Secretary

BD/ DT

EXHI Bl T(t asO5aad)
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